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increase in unemployment owing to the use of machinery, and the 
rise in the cost of existence owing to the advance in prices, — tenden- 
cies which are hastened by the growth of trusts. A long series of 
index numbers are examined to show that high prices have always 
introduced a crisis, and he certainly has the support of the Industrial 
Commission in saying that trusts tend to widen and retain the mar- 
gin between cost of production and sale prices. On the other hand, 
he does not seem sufficiently to discriminate between the cases of the 
United States and Germany. With the persistent growth in the home 
demand unemployment has not increased in the former, while the 
industrial crisis in Germany was precipitated by reckless financing. 
The necessity of a highly paid working class to tend costly machinery 
the compulsion on the trusts not to offend the political power of the 
workers, the modern trade principle of stable prices as shown in the 
policy of the Steel Trust — these, too are points which modify his 
conclusions to an extent which he has not fully considered. 

Passing over these points there still remains a great deal of truth 
in his views. His remedy is the legal limitation of the profits of capi- 
tal to seven per cent, an additional one per cent being allowed where 
it is shown that an increased productivity has been aimed at, and a 
similar deduction being made where there has been no such attempt. 
We can add to his arguments the legal regulation of railway rates and 
gas profits in Britain, and the fixed freight rates recently stipulated 
for by the New Zealand government in establishing the new steam- 
ship line to Cape Colony. As Herr May himself admits, the subject 
is a very difficult one, and provision would have to be made to pre- 
vent evasion in the shape of stock watering, excessive or secret 
reserves, etc. Yet at the present moment every suggestion is to be 
welcomed, and Herr May's arguments deserve consideration. Finally, 
in view of the development of export kartells in Germany, already 
referred to, it is interesting to observe that Herr May, after examin- 
ing German export trade in detail, concludes that it is " unimportant 
compared with the home production and not fitted to act as a safety 

valve in case of a glut in the home market." TT , ir . , 

& Henry W. Macrosty. 

London, England. 

Credit. By J. Laurence Laughlin. University of Chicago 
Press, 1902. — 4to, 28 pp. 

Professor J. Laurence Laughlin, in a brief monograph constituting 
one of the " Decennial Publications " of the University of Chicago, 
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expounds a new theory of credit. He defines credit as being " in its 
simplest terms a transfer of commodities involving the return of an 
equivalent at a future time." " Strip any credit operation whatever 
of its passing and superficial marks," he says, "and you will find 
in its essence that it is a transfer of goods involving futurity." 
Throughout the first part of the monograph he seeks to establish 
this proposition and to show that credit does not in any way rest 
upon money. The following sentences give a clue to his argument: 
" Credit enables men to coin property into means of payment." " The 
popular impression that a man borrows 'money' is misleading." 
"The sums to be loaned, although expressed in dollars, represent 
goods which lenders are willing to hand over to borrowers." Money 
is of so little consequence that banks keep only enough of it "to 
meet the demands of those suspicious or frightened persons who 
may wish to turn goods into actual cash," — certainly an interesting 
view of the raison d'itre of banking reserves. 

According to Professor Laughlin, " normal credit cannot raise gen- 
eral prices. Goods exchanging against each other with the tags of 
prices attached to them do not act differently from those without 
such tags." "Credit does not change the relation between gold 
and goods." Although it increases the purchasing power of a 
community, it increases the supply of goods sold in a corre- 
sponding degree. The supply of goods, from one point of view, is 
the demand for goods. Credit simply enables goods to be used as 
a medium of exchange. In his language, it sets "into circulation 
a vast amount of property and commodities, which otherwise must 
remain an inert mass in the hands of owners." " A general increase 
of purchasing power, arising from normal credit, acts upon prices in 
no other way than would an increased production of all goods. It is 
the case where general supply is identical with general demand : an 
increase of supply is, ipso facto, an increase of demand." 

Does Professor Laughlin mean that the increased purchasing power 
which credit renders available in a community tends to lower the level 
of prices ? He appears to favor this conclusion, for immediately after 
he has demonstrated that credit swells both demand and supply equally, 
and so cannot affect prices, he insists that it certainly has no power 
to lift prices, and then remarks : 

Does credit change any of the elements entering into the normal expenses 
of production of any article ? If it does not, how can it be said to have any 
distinct effect on general prices ? Goods already produced cannot be influ- 
enced as to their expenses of production by new means of exchanging them ; 
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if it affects price at all in that way it would be by reducing price through 
greater efficiency of exchange. 

Having thus shown that credit, if it affect prices at all, must lower 
them, he discusses the relation of credit to the demand for gold, and 
concludes that " in so far as normal credit can be said to change the 
demand for gold, it works to lessen the demand by furnishing another 
means of exchanging goods." He admits that anything which lessens 
the demand for gold will tend to raise prices, but he thinks this 
point of no consequence, for 

to-day the demand for gold is a fact based upon the existing customs and 
methods of society ; and one of them has long been the use of credit. To 
reason on what would happen if it were absent would be like reasoning on 
a change in human nature. ... At the best, it could be said that credit, 
by its enlarged use, has saved gold from being more and more needed as a 
medium to be passed from hand to hand in the actual exchange of goods ; 
but there is no reason to suppose that human intelligence would not have 
devised something else to serve its purpose if it had not utilized credit. 

Here we appear to have three warring conclusions : (1) that credit 
does not affect prices ; (2) that credit, if it does affect prices, lowers 
them ; (3) that credit " indirectly " raises prices through lessening the 
demand for gold. This last conclusion is unimportant for the peculiar 
reason that credit, like gravitation, has been an influence so long that 
we can now afford to ignore it. As for the second conclusion, it is 
possible that the author has in mind the enlarged production of goods 
made possible by credit as an instrument for the utilization of capital, 
but he does not express this thought. Credit does increase the pro- 
ductive capacity of a community, but gold shares the benefit equally 
with other goods. Thus credit lowers costs, not prices. 

By " normal credit " Professor Laughlin means the coinage of goods 
into present means of payment in amount no greater than the value 
of the marketable goods owned by the borrower. When goods are 
coined into means of payment exceeding the value of the goods, credit 
becomes "abnormal." Normal credit becomes partially abnormal 
whenever goods shrink in value. Abnormal credit leads to a rise 
of market prices, to speculation and finally to panic. 

The enlarged demand due to abnormal credit combines both the real 
and a false demand ; and general supply is increased to meet the combined 

demand The goods offered serve as a total demand at prices offered 

for the supply ; and the goods forming the supply serve as a total supply 
at the prices exacted. Then comes the pricking of the bubble. The false 
demand disappears. The value of the general supply is now vastly greater 
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than the value of the shrunken general demand. . . . The outcome is that 
in many industries a vast mass of goods exists in supply out of all proportion 
to a legitimate demand based upon salable goods. It is in such circum- 
stances as these, we shall find, that means of payment are created, based 
again on goods, such as clearing-house certificates ; or, as in England, by 
obtaining new reserves of notes based on consols by a suspension of the 
Bank Act. In short, a panic demonstrates that credit transactions are 
really based on goods; that liquidation never can be forced in money. 

Here we have a novel demonstration. When credit is unduly 
expanded, people are unable to get enough money to redeem their 
promises to pay money ; hence property is the thing upon which 
credit is based. This logic is Hegelian in its subtlety. What 
seems to be a very simple thing viewed in the concrete, emerges 
from the crucible of Professor Laughlin's theory incomprehensible. 

It is not possible to criticise fairly a fragment of a theory, and that 
is all a theory of credit can be if it does not include a theory of money. 
One who is not prepared to admit that money is merely a " wrapper " 
or "tag," as Professor Laughlin calls it, will be unable to walk a 
single step with him in his theory of credit. His view of money 
seems to be fundamentally erroneous. Money is much more than 
the wrapper in which our goods come to us. He is right in saying 
we do not want it for itself, but that fact does not make it a negli- 
gible quantity in exchange. A farmer does not want a hoe for itself, 
yet he does not think of it as a mere stick that turns up potatoes. 
Money, like any tool which men use, performs a distinct service, 
and is wanted and has value on account of that service. Professor 
Laughlin's subtle argument to show that credit does not affect prices 
because an increasing demand for goods will be accompanied by an 
increasing supply, merely proves that credit cannot affect the values 
or exchange relations of goods in general. That is a proposition 
which nobody will deny. His definition of credit is vague and loose. 
To call it " the coinage of property into means of payment expressed 
in terms of money" is misleading because inexact and inadequate. 
Credit is the power to buy goods by giving a promise to deliver in 
the future, not property, coined or uncoined, but money. Professor 
Laughlin, in this monograph gives one the impression that he regards 
money as being a mere yardstick with which men determine how 
much value goods possess, and one is forced to infer that, if there 
were no " suspicious or frightened persons " demanding cash instead 
of coined property, a single dollar in a glass case at Washington would 
be an adequate monetary stock for the whole country. This essay on 
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" Credit " needs to be supplemented by one on " Money." So acute 
a thinker as Professor Laughlin, when he presents his complete theory, 
will doubtless be able to clear away some of the inconsistencies and 
contradictions which this monograph seems to contain. 

Joseph French Johnson. 

University of New York, j j 

New York City. 

Funds and their Uses. By Frederick A. Cleveland. D. Apple- 
ton & Co., 1902. — xiii, 304 pp. 

Under the above title Dr. Cleveland has written " a book describ- 
ing the methods, instruments and institutions employed in modern 
financial transactions." The work is apparently destined for use 
as a text-book, and appears as one number of Appleton's Business 
Series. The author, in his preface, gives us not only the reason 
for his treatment, but also its scope. The subject of finance has 
been treated, up to the present time, too exclusively in respect to 
its public aspects. 

The fast increasing funds in private institutions, the magnitude of modern 
industrial or commercial undertakings, the large funding operations wholly 
private in their character that have gone along with private enterprise dur- 
ing the last decade, have awakened an interest in private finance far exceeding 
that which attaches to public revenue and expenditure. 

It is the need of elucidation in this field of finance which has given 
birth to the present work. 

Looking upon the subject of private finance as one which has to do with 
the getting and spending of funds for private enterprise, the materials of 
this book have been grouped around three central ideas, viz. : (1) what are 
funds ? (2) how funds are obtained ; (3) the institutions and agencies 
employed in funding operations. 

The book is not only well written, but also well edited. The 
author keeps very closely in touch with the business world in the 
treatment of his subjects. A marked feature of the volume is its 
numerous engravings of checks, notes, scrip, drafts, bonds, etc., — 
114 altogether, — which, supplemented by constant references to and 
illustrations of business transactions, make the work one of special 
clearness. A further aid in this direction is also the use of marginal 
explanatory headings. 

Unfortunately the engravings are so reduced in size as to make it 
difficult or impossible to read many of them. This, however, could 
hardly be otherwise without increasing the volume to an unwieldy 



